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Foreword 



The nation’s largest low income housing production program, the awkwardly named Low 
Income Housing Tax Credit (LIHTC), is providing billions of dollars for building homes across 
the country. It has been the only significant source of funds for building housing for poor 
families since the 1980s. Yet few people know of its existence, fewer understand its complex 
mechanisms, and there has been virtually no information to answer critical questions about it. 
What we do know is that LIHTC is a costly program producing much needed affordable housing 
in one of the nation’s most expensive housing markets, where millions of people cannot afford to 
pay the cost of adequate housing. Who is it helping? Is it giving the children in these homes a 
better chance in life? Is it serving all groups in our society fairly? Is it opening up housing 
across the region’s color lines or is it investing in segregation? These are vital questions to ask, 
especially now with the collapse of the housing market and the financing freeze stalling new 
projects. Broadly speaking, is the public investment paying off for those it is supposed to help? 

Since it operates primarily through the tax system rather than far more visible public budgets, 
and all the building is by private developers, the LIHTC is largely invisible to the public. 
Invisible and run at the federal level by financial officials with limited housing expertise, LIHTC 
is far less regulated than other housing programs. In some ways, of course, this could be good 
since some of the regulations on subsidized housing production were counterproductive. For 
example, when public authorities attempted to build subsidized housing, there was often a fierce 
neighborhood reaction because of stereotypes about the people many believe live in public 
housing. Unfortunately, the potential good derived from deregulation has often not been realized 
and some of the requirements essential to basic fairness have been forgotten. In reality, very 
large expenditures are being made to build expansive housing in areas where it offers few 
opportunities to those who live there, basic civil rights policies are often not followed, and the 
results reinforce the residential and educational segregation of minority families. Since these 
families are desperate for housing and will live wherever it is built, and since housing lasts a very 
long time, the damage can last over generations. In a period of scarce public resources and 
massive needs, we can do better. 

Many of these projects are very expensive to government since they often combine multiple 
subsidies, providing the developers a good share of the cost of development through tax credits. 
Additional low cost capital often comes from state housing agencies, which issue tax-exempt 
bonds that subsidize the investors by lowering their taxes, thus diminishing public revenue. 
Finally, low income tenants still have to receive federal rent subsidies to afford to live in the 
buildings. When you add up all these costs of what are often triple subsidies, the government is 
typically paying much more for the lucky few families who benefit from them for LIHTC units 
than for subsidized private rental housing. 

With all these costs, one would hope that families gain access to good safe neighborhoods with 
good schools, which give their children a better chance in life. Housing is about much more than 
building materials and square feet of living space; it is about a family’s opportunity. Anyone who 
has ever looked for housing for his or her family knows that. 
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The Department of Housing and Urban Development has a number of civil rights standards for 
the subsidized housing it runs based on federal fair housing and nondiscrimination laws. These 
include site selection criteria to try to foster integrated housing and avoid isolating families in 
very disadvantaged areas. Affirmative marketing policies should be done to assure that there is 
genuine outreach to families of other races and other locations, who might not hear about 
housing being developed in another area. There is very clear evidence that without such policies, 
seriously implemented, subsidized housing will end up with segregated and unequal 
opportunities for white and minority families. These policies have not been strongly 
implemented under conservative administrations, but at least they exist. In fact, data is published 
on the location and tenancy of subsidized housing by the race of the renters, so that the impacts 
can be readily judged. Unfortunately, the Treasury Department does not have similar standards. 
In fact, the LIHTC program gives developers substantially higher subsidies if they build in 
concentrated poverty areas than in less impoverished areas, which usually have substantially 
better schools. The Treasury Department publishes no information that enables civil rights 
groups and agencies to know how the subsidized units are contributing to neighborhood and 
school segregation. 

There are many millions of poor families who cannot afford private housing and are ready to 
move into any decent housing they can afford. In terms of the LIHTC’s application in Southern 
California, this study shows that they are very likely to end up in areas with weak segregated 
schools. This has been happening throughout the history of federal housing programs. These 
schools directly undermine the chances for the children growing up in those housing units to 
escape the kind of conditions of poor education and poverty that put their families in subsidized 
housing. The problem is particularly critical in Southern California which has a huge population 
of poor families, intensely segregated schools with very different educational opportunities, a 
college system that is highly stratified and only works for those with good preparation, and very 
inadequate public transportation to get poor families from impoverished communities to job 
locations. 

There is a very sad history of illegal segregation in public housing. Intentionally using public 
resources to create segregated housing violates the constitutional guarantee of equal protection of 
the laws. It violates the provision of the 1964 Civil Rights Act requiring nondiscrimination in all 
programs receiving federal funds and goes against 1968 fair housing legislation. Yet in 
community after community, the local housing authorities and the U.S. Department of Housing 
and Urban Development were either found guilty of these violations or settled lawsuits before 
the trial, thus conceding the case. In fact, both trials and independent research show that local 
officials, due to local fears and racial attitudes, often blocked the sites that would have created 
better opportunities. Instead, they chose to build housing in deteriorated ghetto and barrio 
communities with weak schooling and shaky job opportunities. Whatever the cause, this study 
shows that we now have what looks like a very similar end result from LIHTC. 

More that forty years ago, Congress passed the Civil Rights Act of 1968, which included a vital 
provision, Title VIII, and was known as the Fair Housing Act. Title VIII contained the following 
mandate with clearly includes the Treasury Department: 
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“All executive departments and agencies shall administer their programs and 
activities relating to housing and urban development (including any Federal 
agency having regulatory or supervisory authority over financial institutions) in a 
manner affirmatively to further the purposes of [fair housing and integrated 
neighborhoods] . . . and shall cooperate with the [HUD] Secretary to further such 
purposes.” 

Though the intensity of housing segregation for African American families has declined 
somewhat since 1980, it is still very high, especially in large older metropolitan areas of the East 
and Midwest, with their very large black communities. For Latino families, housing segregation 
has been substantially lower but is increasing in all parts of the country, especially in Southern 
California, and school segregation has become much more severe and rapidly spreading into the 
suburbs. 

Authority to enforce fair housing in most housing subsidy programs is divided between HUD 
and the Justice Department, which is authorized to sue to gain compliance with Title VIII. In the 
1980s, however, as federal programs directly funding construction of subsidized housing for 
families were virtually eliminated, the Congress turned to an indirect subsidy running through 
the tax system, in which developers would be paid with tax credits which could be sold and 
cashed out to get money for developing the housing. The political reason for this was that the 
conservatives running the government did not consider tax cuts spending, even though they had 
almost exactly the same effect as cash on the developer and the same effect on the federal 
treasury, by cutting tax revenue, increasing the net federal cost just as a direct expenditure would. 
Leaving the programs to the Treasury Department, whose basic constituencies were the finance 
industry and the business community, was a great mistake. As the great recession of 2008-2009 
so clearly showed, Treasury had long been very unwilling to regulate even in cases of basic 
financial prudence. The state housing agencies’ major business was issuing tax exempt bonds to 
finance below-market cost mortgages, so they tended to be close to the finance, construction and 
real estate industries. These were not agencies that wished to regulate their constituents on 
sensitive civil rights issues. Many failed to exercise even a minimal level of accountability by not 
providing absolutely essential information needed to make any judgment about the social 
consequences of the largest U.S. housing program. 

Housing segregation is, of course, very directly related to school segregation. In turn, school 
segregation directly correlates to inferior educational opportunities and lower levels of 
achievement, graduation and success in college. In California, there has been an extremely sharp 
rise in school segregation for Latinos since 1970. Research shows that few students in high 
poverty, segregated schools finish high school with the needed requirements to get into 
California’s public universities. Further, it is these high poverty, segregated schools that account 
for most of the state’s dropout crisis. So decisions that force poor minority fa mi lies urgently 
needing housing to live in areas with very weak schools — often with negative peer groups and 
high crime — amount to decisions that limit the future of the children who grow up there. 

When the housing and home finance industries recover, LIHTC is likely to continue as the major 
source of supply for construction of new housing geared toward low-income families. The 
policies of LIHTC need to actively embrace the requirements of civil rights law, while its charge 
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should be to think about housing as a key to family opportunities, not merely as financial or 
construction transactions. Southern California can do much better, particularly with the dramatic 
decline in housing and land costs resulting from the current recession and the virtual collapse of 
much of the private housing construction industry. In order for change to happen, this program 
should be transferred to HUD. The Obama Administration’s HUD officials, in collaboration with 
the California Department of Housing and Community Development, should then immediately 
create a plan for full compliance with Title VIII. Their plan should include housing construction 
in areas with good schools, and real opportunities for the children whose lives will be shaped by 
these decisions. 

Gary Orfield 
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Executive Summary 



Since the late 1980s, the Low-Income Housing Tax Credit (LIHTC) program has funded 
the bulk of subsidized development nationwide, enabling the construction of over 100,000 units 
targeted to lower income households in California alone (California Tax Credit Allocation 
Committee 2009c). Yet, by not encouraging the siting of projects in racially integrated areas, the 
Department of the Treasury’s Internal Revenue Service (IRS), which administers the program, 
has failed to enforce Title VIII of the 1968 Fair Housing Act. A major concern is that units 
funded through the program, specifically those targeted to families, are concentrated in poor, 
minority communities that feed into underperforming schools. 

This study tests this claim by examining how siting decisions affect fa mi lies’ 
neighborhood conditions and educational opportunities in Southern California. Between 2000 
and 2005, the average LIHTC unit targeted to families was located in a high poverty, 
predominately Latino neighborhood. Poverty was a key determinant of a neighborhood’s receipt 
of LIHTC family units, with a 10% increase in a neighborhood’s poverty rate in 2000 associated 
with an 87% increase in the odds of receiving family units during the following five years. More 
heavily Latino neighborhoods, as well as those with existing LIHTC family developments, also 
were more likely to receive family units. 

A primary outcome of LIHTC family units’ concentration in poor, minority 
neighborhoods is that they feed into segregated and underperforming schools — conditions that 
exacerbate cycles of poverty and disadvantage. The average Southern California LIHTC family’s 
nearest public high school was 84% minority and 57% free and reduced lunch eligible, 
substantially higher than the average high school’s 74% minority and 45% free and reduced 
lunch enrollment. In turn, families’ nearest high schools in Los Angeles and Ventura County had 
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Academic Performance Index (API) and SAT scores close to 100 and 200 points below the 
average respectively. 

Four changes to LIHTC law are needed to enable the social mobility of children served. 
First, the IRS should affirmatively further racial integration in LIHTC siting policy or transfer its 
management to HUD, which operates under this mandate. Second, federal LIHTC law should 
give a tax credit boost to developers who site family units in high cost (rather than high poverty) 
neighborhoods. Third, state allocation committees should consider the quality of public schools 
assigned to proposed LIHTC family projects in awarding tax credits. Finally, the IRS and state 
allocation committees should enforce H.R. 3211, which requires reporting of tenants’ race and 
ethnicity in LIHTC buildings (National Commission on Fair Housing and Equal Opportunity 
2008). This would enable monitoring by local fair housing organizations and ensure equal access 
to buildings located in the highest quality communities. 
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